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Introduction

Mr. Chairman, members of the Subcommittee, I am Edward Knight, Executive Vice
President and General Counsel of the Nasdaq Stock Market.! We welcome this opportunity to
discuss with you Nasdaq’s views on the important issue of market data and our long-standing
commitment to enhancing the availability and the utility of the information we provide. While
Nasdaq is commonly viewed as a premier marketplace for trading securities, Nasdaq plays an
equally integral and necessary role as an information provider. A critical component of the
success of the Nasdaq Stock Market, and thus the value of the market to the economy, is the
integrity and wide spread availability of our quote and trade data.

The value of our market data is derived by the interrelation of every aspect of the Nasdaq
Stock Market: (1) its ability to attract and retain quality issuers; (2) the quality of its trading
environment; and (3) its efforts to monitor and regulate the marketplace. Additionally, Nasdaq
already operates in a competitive environment, and the market structure changes on the horizon
will increase the competitive landscape. As a company that was born and has thrived in an openly
competitive listings environment, Nasdaq embraces competition and wishes to operate within a
healthy competitive market system where fees are based on the value that a competitor brings to
the marketplace.

At the same time, Nasdaq recognizes that its market data is a critical component of each
investor’s decision-making process, and is committed to disseminating market data to a broad
population of investors and industry professionals. In fact, today Nasdaq’s market data is

distributed to over 550,000 industry professionals and millions of individual investors.

' The Nasdaq Stock Market is the largest electronic, screen-based market in the world, capable of handling trading
levels of at least four billion shares a day. Nasdaq lists nearly 5,000 companies, has the largest dollar volume of trades



Additionally, in response to the growth of online investing and Internet use, Nasdaq has taken
proactive steps to lower the investor’s cost of access to its vital market data by 50% in 1999 and by
another 50% in 2000 to a cap of $1 per month per user, while continuing to ensure that it captures
the value that the data holds to industry professionals and individual investors. Nasdaq employs
an inclusive and exhaustive process for setting market data fees, and then openly communicates its
market data fees and terms and conditions through its web site.

As this testimony will demonstrate, Nasdaq remains committed to offering broad access to

its valuable market data while operating in an increasingly competitive environment.

Background

The Nasdaq Stock Market, Inc., formed in 1971, has become a cornerstone of the
American capital markets. Our competing market maker structure and open architecture have
facilitated the capital formation of thousands of U.S. companies and have contributed to the
success of a broad range of market participants, including broker/dealers, electronic
communications networks (“ECNs”), and online trading firms — all of which serve the American
public in their investing needs. Nasdaq’s advanced technology and state-of-the-art network act as
the central quotation and trading engine for Nasdaq market activity. The regulator for Nasdaq,’
NASD Regulation, Inc., has authority over every U.S. broker/dealer, as well as authority over
issuers listed on Nasdaq, quoted on the OTC Bulletin Board, and otherwise traded over-the-

counter (“OTC”). The protections that NASD Regulation provides enable the investing public to

of any financial market, and trades more shares per day than any other U.S. market. Current market capitalization is
more than $3 trillion.

? Nasdag has contracted with NASD Regulation to perform its regulatory functions.



feel confidence in the National Market System (“NMS”) and in Nasdaq as a quality place to invest
their hard-earned dollars.

Nasdaq is not only a preeminent stock market; at its core, Nasdaq serves as a vital
information provider to the American people. Nasdaq’s market data is a critical part of each
investor’s decision-making process. To make an informed investment decision, an investor must
have access to the prevailing market price of a particular security and the price of the most recent
trade in that security. Nasdaq’s entire operation as a quotation facility, execution and trade
reporting facility, and regulatory organization converge to offer investors the best possible quote
and trade information. Ultimately, the widespread availability of Nasdaq’s quote and trade data is
a critical component of Nasdaq’s past and future success as a stock market. We remain committed
to ensuring broad access to our market data. In short, we are in the information business. Broad

access to timely, accurate and reliable information is the hallmark of Nasdaq’s success.

Value of Nasdaq Market Data

Nasdaq is keenly aware of its responsibility to ensure that all market participants have easy,
cost-effective access to timely and accurate market data. But such data does not occur by chance.
Rather it is only produced in the context of a marketplace characterized by fair regulation, state-of-
the-art technology, and an open architecture that promotes liquidity and transparency. Exhibit 1
illustrates how Nasdaq provides value to our market data for the benefit of market participants and
the investing public. We are firmly committed to ensuring wide access to our market data, subject
to the most stringent quality control standards.

In other words, market information should not be viewed solely as a by-product of trading

activity. More appropriately, it should be viewed as the end result of a complex set of actions by



Nasdaq’s core operations, which are to: (1) attract and retain quality issuers; (2) develop a highly-
competitive market structure for quoting and trading activity; (3) perform extensive surveillance
and regulation of market participants and issuers; and, ultimately, (4) fulfill our goal to provide the
investing public the best market in the world.

The value of our market data relies on the successful operation of every aspect of Nasdaq.
Without our quality issuers, Nasdaq would not attract the level of trading volume and investor
confidence it does today, which would result in a loss of the breadth and depth of market
participants (broker/dealers and ECNs) to handle customer orders, and, ultimately, the value that
investors place on the market data to make informed investment decisions.

In addition, the overall regulatory umbrella that Nasdaq investors enjoy is also a critical
component of our accurate and reliable market data. The role of a self-regulatory organization (or
“SRO”) in the marketplace, as mandated by Congress in the Securities Exchange Act of 1934, as
amended (“Exchange Act”), is highly specialized, and comes with significant costs and
responsibilities. For example, SROs must, among other things:

(1) Operate a well-defined market in accordance with the Exchange Act;

(2) Comply with the requirements established in the SEC’s automation review program (or
“ARP”) with respect to capacity, stress testing, and quality assurances of their

technological infrastructures;

(3) Promulgate rules designed to prevent fraudulent and manipulative acts and practices, to
promote just and equitable principles of trade, and to refrain from imposing

unnecessary or inappropriate burdens on competition;

(4) Establish surveillance programs to detect any violations of such rules;



(5) Promulgate and enforce compliance by their members and their associated persons with
the federal securities laws and SRO rules that govern all aspects of their members’

securities business;

(6) Conduct examinations of their members, monitor financial and operational reports, and

investigate potential violations of applicable federal and SRO rules; and

(7) Establish and maintain listing standards that govern the securities that may be traded in

their respective markets.

Ultimately, the value of a market’s information depends on the quality of the market’s
operation and regulation. As the SEC observed in its concept release on market data:
Information is worthless if it is cut off during a systems outage (particularly during a
volatile, high-volume trading day when reliable access to market information is most
critical), tainted by fraud or manipulation, or simply fails to reflect accurately the buying
and selling interest in a security. Consequently, there is a direct connection between the

value of a market’s information and the resources allocated to operating and regulating that
market.’

The quality of our market data is the product of everything that stands behind and is part of

Nasdagq.

Competitive Landscape

Nasdaq welcomes the increased competition that characterizes today’s market
environment. We, of course, have long competed for listings. Increasingly, the quality of Nasdaq’s
market structure is a more central focus of its competitive position in the marketplace on a number

of fronts. As we seek to become a registered national securities exchange, the trading environment

? See Regulation of Market Information Fees and Revenues, Exchange Act Release No. 42208 (December 10, 1999)
Section L.



for Nasdag-listed securities will open itself up further to new potential competitors. In response,
we have developed a new integrated order display facility — SuperMontage®™ — that will form the
backbone of our market.

Even before any Nasdaq market structure changes begin to take effect, the competitive
environment today is evolving. Already, the Chicago Stock Exchange is an active trading
participant in Nasdag-listed securities.* In October 2000, the Cincinnati Stock Exchange
commenced quoting and trading in Nasdaqg-listed securities. The Philadelphia Stock Exchange
and Boston Stock Exchange are preparing their operations for trading in Nasdaqg-listed securities.
Archipelago has acquired the Pacific Exchange and has an amendment to the Pacific Exchange’s
exchange registration pending at the SEC, and Island has an application for exchange registration
pending with the SEC. These entities will provide new choices for market participants to trade,
and for the investing public to place their orders to obtain a quality execution in Nasdaq-listed
stocks.

Nasdaq supports the SEC’s efforts through the SEC Advisory Committee on Market
Information, chaired by Dean Joel Seligman, to evaluate Section 11A of the Exchange Act and the
Securities Act Amendments of 1975 (the “1975 Amendments”). Nasdaq has submitted a “White
Paper” to the Seligman Committee expressing its views on this important issue. The White Paper
is attached as Exhibit 2 (and is available at www.fisd.net/news/sec_nasdaq022101sub.pdf), and
presents Nasdaq’s views and recommendations on how the framework for market information
should be adjusted to strike a more fitting balance between regulation and competition.

Specifically, we urge that restrictions on competition in the area of market data should be reduced

* The Chicago Stock Exchange participates in the trading of Nasdaq stocks through the Nasdaq/National Market
System/Unlisted-Trading-Privileges Plan (“UTP Plan”), approved by the SEC on a pilot basis in 1990. An exchange
may trade Nasdag-listed securities once it becomes a full participant of the Plan.



or eliminated insofar as is practical and consistent with the public interest, especially those
restrictions that — however suited to the 1970s — no longer make sense in today’s market
environment. This should be accomplished either by limiting the compulsory nature of joint NMS
plan participation (for example, by creating alternatives to compulsory participation) or by limiting
the scope of compulsory participation to what is necessary to accomplish the purposes of the 1975
Amendments and leaving the rest to competition.

Nasdaq proposes two alternatives for collecting and disseminating market data. Under our
preferred market choice alternative, each exchange and SRO would choose whether to participate
in a NMS plan governing last sale and quotation information and make its data available to non-
exclusive or competing market data vendors. Non-exclusive or competing securities information
processors would collect, process, and consolidate the last sale and best bid and offer (“BBO”) for
each covered security, determine the National Best Bid and Offer (“NBBQO”), and make the
consolidated data available to other market data vendors, broker-dealers, and end users. Each
exchange would negotiate separately for the sale of that information plus enhanced information —
such as the full depth of the respective trading books — to market data vendors, broker-dealers, and
subscribers.

Guiding Nasdaq’s position are four basic principles that a workable market data structure
should promote: (1) competition among all market participants; (2) wide availability of
consolidated last sale and NBBO information; (3) fair and reasonable access to that market
information; and 4) market data integrity, by encouraging the highest level of operational capacity
for responsible processors of market information.

As reflected in our White Paper to the Seligman Committee, Nasdaq embraces this

increasingly competitive environment. Competition drives innovation and quality. Nasdaq



welcomes the opportunity to compete as a quality market, and constantly seeks ways to innovate
and improve on our market structure and operations to attract investor order flow. However, for
competition to work, everyone must operate on a fair and level playing field, and must be able to
derive value from their products. Market data is, and will continue to be, a critical component of
Nasdaq and each competing market. The value that the investing public places on each market’s
market data should continue to be factored into the price each market is able to charge for that
data. Nasdaq understands that the distribution to investors of a consolidated quotation and last
sale price is critical to the success of the NMS. Nonetheless, Nasdaq also asks that regulators and
Congress recognize the virtue of having markets compete on the value of the market data they

generate.

Price-Setting Process

Nasdaq and other members of the UTP Plan employ an exhaustive process in establishing
market data fees to ensure that each constituent group involved in Nasdaq securities views the fees
as fair and reasonable, while also reflecting the market data’s value to the marketplace. Exhibit 3
provides an overview of the process by which we determine the price of our market data.
Internally to Nasdagq, the market data fees are reviewed by the Finance Committee,” and then
submitted for Board approval. The Board’s membership consists of representatives from small
and large broker/dealers, issuers, and an individual investor organization. Fifty percent of the
Board consists of non-industry directors who have no material affiliation with a broker/dealer.
In sum, the internal review process is comprehensive, inclusive, and considers the views of each

major Nasdaq constituent group that would be affected by fee changes. Approval of new or

> Until January 2001, the Finance Committee was chaired by Paul O’Neill, now the Secretary of the Treasury.



changed fee structures also requires the consent of the UTP Operating Committee. Each of the
exchange members of the UTP Operating Committee evaluates the proposal internally prior to
approving the change using criteria similar to those employed by Nasdaq committee and Board
representatives.

Once the fees are approved by the Board, they are submitted to the SEC for review. That
review includes a public comment period, during which time anyone has the right to express his or
her views. The SEC considers the opinions collected through the comment period before making
its decision. This process is exhaustive, but it ensures that the SEC’s decision fully reflects the
views of all interested parties. Consistent with our approach to compete by making our quality
market data broadly available, our most recent market data pricing decisions have been to lower
fees or offer new pilot programs with lower fees, so the overall SEC approval process has been
expedited.

Nasdaq believes that the process of NMS plan governance, including determinations of
market data fees, should be just as inclusive. In this regard, we have recommended to the
Seligman Committee that ECNGs, alternative trading systems, market makers, specialists, other
broker-dealers, investors, and market data vendors should have a voice in the operation of any
NMS plan, bearing in mind, however, that it is inconsistent with Section 11A(a)(3)(B) of the
Exchange Act, to allow non-SROs to participate directly in NMS plan governance. Nasdaq
believes that appropriately constituted advisory committees would provide an excellent forum for
non-SROs to offer their views. Nasdaq envisions that such advisory committees would be
afforded the opportunity to comment on all aspects of NMS plan governance, including important
decisions on market data fees, and that those comments would be required to be duly reflected in

subsequent public filings or notices submitted to the SEC.



Transparency of Market Data Terms and Conditions

Once the fees are established, we provide open access to the pricing of our market data as
well as the terms and conditions under which our market data vendors and data users (traders and
investors) can gain access to our market data. In 1996, Nasdaq launched a web site, named
NasdaqTrader.com, with an express goal of communicating openly and frequently to buy-side and
sell-side professionals as well as to market data vendors and their customers.® The site includes
the price of each market data service, the agreements for vendors and their subscribers, the Nasdaq
market data policies, and a wealth of general information on market data. As an SRO, we
understand the importance of communicating openly and objectively about our prices and policies
to market constituents. Because Nasdaq is charged with ensuring that its data is provided to all
distributors on a non-discriminatory basis, the standard contracts and policies provided on
NasdaqTrader.com are representative of the contracts and policies in effect with each market data
distributor. On average, the site receives 76,626 daily page views, 10,648 daily visits, and 7,110
daily visitors.” Industry professionals and market data vendors view it as the premier site to
receive information vital to the business they conduct through Nasdagq.

We have also actively participated in the Financial Information Services Division of the
Software & Information Industry Association, including its efforts to create a database of market
data prices and terms and conditions across U.S. and global markets. We believe that private

sector initiatives, such as this, further the goal of broadening access to market data.

% Even before this web site was built, Nasdaq published its market data fees in marketing publications, and made the
information available over the phone. Additionally, any party wishing to get a copy of Nasdaq’s market data
agreements simply had to contact Nasdaq by phone and request them.

7 Data provided reflects average daily site statistics for February 2001.
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Market Data Fees and Users

Throughout the fee setting process, Nasdaq has, at the forefront of its thinking, the desire to
increase access to this data among public investors. In that vein, we have taken numerous
proactive steps to lower the cost of access to our market data in recent years. In fact, Nasdaq has
been an industry leader in reducing the market data fees for non-professional® investors in response
to a changing market environment, and has instituted only one minor price increase in the
professional data fees in the past seven years.” In 1999, as the growth of the Internet and success
of online trading was starting to be realized, Nasdaq established a pilot program to drop by 50%
the fees paid by, or on behalf of, individual investors for NBBO and last sale data. The monthly
user fees were reduced from $4 to $2, while the per-query'” rate for this data was lowered from
$0.01 to $0.005. In 2000, after examining the continued growth of online investing and general
interest in Internet-based data services, Nasdaq took the further step of extending the pilot program
and dropping the non-professional monthly fee by another 50% from $2 to $1. Additionally, in
2000, Nasdaq established a new pilot program to introduce a non-professional rate of $10 per
month per user for its detailed real-time market data, consisting of the individual quotes for each
market participant in each Nasdag-listed security. This data provides individual investors with
affordable access to market depth information that will be increasingly useful in a decimal-based

market.

¥ Non-professional market data rates are available to those investors who are not acting as a professional broker or
dealer or otherwise using data for a business purpose.

’ In 1997, Nasdaq increased the professional rates from $19.00 per month per device to $20.00 per month per device
in response to the increased level of information and accompanying cost resulting from the introduction of the SEC
Order Handling Rules.

1% A query is defined as a request to receive the real-time NBBO and last sale information on a specific individual
Nasdag-listed security. For example, if an investor logs onto a web site that offers real-time data and requests the
quote for Microsoft Corporation at 10:10:30 AM, that investor will receive the best bid and the best offer information,

11



All our efforts to make data more affordable and available, and yet continue to retain the
value of that market data to support Nasdaq’s market and regulatory operations, have directly
benefited individual investors, who now enjoy even broader access to market data. A recent
research report produced by CS First Boston'' indicates that major online brokerage firms have
nearly 29,000,000 customer accounts. Nasdaq believes that the vast majority of those customers
have direct access to Nasdaq market data either through their broker or though a commercially
available market data service. Nasdaq has agreements with 320 real-time market data vendors,
371 delayed market data vendors,'? and 345 broker/dealer firms that act as internal distributors of
Nasdaq market data. There are over 550,000 professional users of Nasdaq data, and millions of

non-professional users. We are proud of our record of service to these customers.

Conclusion

On behalf of the Nasdaq Stock Market, I would like to thank this Subcommittee for the
opportunity to testify on a topic that is at the core of Nasdaq’s market. Nasdaq’s role as a market
cannot be decoupled from its responsibilities as an information provider. All of Nasdaq’s efforts
to improve its market structure, including SuperMontage, positively impact the quality and depth
of information that it can provide to the marketplace. Therefore, the creation of an environment
where competing exchanges can compete openly on the value of their market data, within the

context of the SEC’s oversight, is critical to the future success of the Nasdaq Stock Market.

the last sale price, and the cumulative volume in Microsoft as of 10:10:30 AM. That web site will then log a single
query and will be liable to pay the prevailing per-query rate.

""" See Credit Suisse First Boston, Online Brokerage Quarterly Roundup: December Quarter 2000, March 8, 2001,
James Marks, Art Bender, Sam John.

12 Nasdaq offers 15-minute delayed market data for free. Vendors wishing to distribute delayed data exclusively (no
real-time data operation) enter into a separate agreement and pay a nominal annual fee of $250 plus network costs.
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Nasdagq is dedicated to distributing its data to a broad population of investors. We believe that a
competitive environment will drive innovation in the creation of new data streams to benefit
investors and will ensure that markets have continued incentive to distribute basic and enhanced
market data broadly.

Thank you for the opportunity to testify, and we look forward to working with you as you
continue to consider the various aspects of the market data issue. I will be happy to answer any

questions that you may have.

13
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N ) EXHIBIT 1
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EXHIBIT 2

S NASDAQ

A NASD Company

The Nasdaq Stock Market

New Approachesto Market I nformation

Submission to the

SEC Advisory Committee on Market Information
February 19, 2001

Introduction

The market structure for the collection and dissemination of market information that has evolved
in the wake of the Securities Act Amendments of 1975 (“1975 Amendments”)" has served the markets
and the investing public well over the course of the last quarter century. It has played a key role in the
dramatic expansion of our securities markets, particularly the over-the-counter markets. Naturally, any
market structure requires adjustment to keep pace with change. No matter how well suited the SEC’s and
the markets’ response to Congress’ mandate in 1975, Nasdaq agrees that it is appropriate now to consider

alternative approaches to market information as our markets move into a new phase.

We are looking to this next phase with great excitement as we recently celebrated the 30"
anniversary of Nasdaq’s commencement of operations on February 8, 1971. We are now proceeding with
our plans to develop an integrated order display facility — SuperMontage®" * — that will form the backbone
of our market as we transform Nasdaq into a national securities exchange.> With this in mind, we would
like to review briefly the role and contribution of Nasdaq, as an exclusive processor and consolidator of

market information, its operational reliability, and its leadership in reducing market information fees.

Nasdaq has effectively performed the function of an exclusive processor consistent with
Congress’ vision of a national market system (“NMS”).* For the last dozen years, Nasdaq has performed

this function by collecting, processing, and disseminating last sale and quotation information while

1 Pub. L. No. 94-29, 89 Stat. 97 (June 4, 1975). See also S. Rep. No. 75, 94™ Cong., 1* Sess. 8 (1975); H.R. Rep. No. 229, 94"
Cong., 1" Sess. 92 (1975).

2 Exchange Act Release No. 43863 (January 19, 2001) (“SuperMontage Approval Order”).

3 Nasdagq is not currently registered as a national securities exchange, although it is in the process of registering as such.
Accordingly, the views expressed in this white paper on the future structure of market information contemplate that Nasdaq’s
role in such future structure will be that of an exchange.

4 As discussed below, Nasdaq intends to relinquish its role as exclusive processor with respect to market information for Nasdaqg-
listed securities traded pursuant to the Nasdaq/NMS/UTP Plan.



operating, for its own market and members, an inter-dealer quotation system and order-routing and
execution services, such as the SelectNet Service and the Small Order Execution System. In addition,
Nasdaq has participated, on behalf of the National Association of Securities Dealers, Inc. (“NASD”), in
the Intermarket Trading System (“ITS”) Plan with respect to linking OTC market makers trading
exchange-listed securities to ITS (through the NASD’s Computer Assisted Execution System).

Nasdaq’s internal trading facilities and exclusive processor function have been extremely
reliable, even with the explosive growth in Nasdaq trade and share volume and quotation message traffic
over the course of the last few years (growth that far exceeds that of any other market). In 2000 alone,
Nasdaq’s average daily trading volume exceeded 1.7 billion shares, representing 70% growth over 1999.
In addition, quote volume for 2000 exceeded the one billion-quote mark (1.235 billion quotes), surpassing
quotation message traffic for 1999 by 103%. Despite this explosive growth, Nasdaq’s operational

reliability record has been exemplary, remaining fully operational 99.972% of market hours in 2000.

Nasdaq has also been an industry leader in reducing market information fees in response to a
changing market environment. For example, on April 1, 1999, Nasdaq began a one-year pilot pricing
program for non-professional users that reduced the per query fee from $0.01 to $0.005, and the non-
professional user fee from $4.00 to $2.00 per month.”> The pilot was extended last April, and Nasdaq
further reduced the non-professional user fee from $2.00 to $1.00 per month.® Nasdaq commenced a one-
year pricing pilot program on September 1, 2000, reducing the Nasdaq Quotation Dissemination Service
(“NQDS”) fee for non-professional users from $50 to $10 per month.” These fee reductions have directly

benefited individual investors, who now enjoy even broader access to real-time market information.

Nasdaq has also worked with other markets to facilitate their trading of Nasdag-listed securities
pursuant to unlisted trading privileges (“UTP”).2 In the context of the Nasdag/NMS/UTP Plan, Nasdaq
has served as the Plan Processor and has performed that role fairly and to the general satisfaction of the
other Plan participants. We are mindful of the fact, however, that the Nasdag/NMS/UTP Plan, in its
current form, is not a long-term solution to the difficult market structure issues facing the Advisory
Committee. When the Plan was approved on a pilot basis in 1990, it served a specific purpose for a
limited number of participants — namely Nasdaq and the Chicago Stock Exchange, Inc. (the “CHX”) —
which negotiated the Plan at arm’s length in a very different market environment than exists today. We

recognize that the Plan will require a significant overhaul to address the characteristics of today’s market

2 Exchange Act Release No. 41499 (June 9, 1999).
¢ Exchange Act Release No. 42715 (April 24, 2000).

I Exchange Act Release No. 43190 (August 22, 2000). NQDS is a service provided by Nasdaq that provides a continuous
stream of quotation information that allows market data vendors to create displays similar to Nasdaq’s Workstation II.

8 To date, only the Chicago Stock Exchange, Inc. has participated in the Nasdag/NMS/UTP Plan in a meaningful way.



environment and the needs of new participants. Based on our positive and mutually-beneficial dealings
with the CHX, which has played a vital role in the Plan’s development and success, we are confident that
with the help of existing and new Plan participants, the new Nasdag/NMS/UTP Plan, which Plan

participants are now developing, will advance the objectives of a NMS even further.

As Nasdaq pursues its registration as a national securities exchange and implements
SuperMontage, we believe now is an appropriate time to analyze our current market structure and
consider possible alternatives for the collection, processing, and dissemination of last-sale and quotation
information that would preserve the goals and concepts of a NMS, while encouraging competition among
data processors and promoting the interests of investors. We discuss our thinking on the subject and each
of our proposals in greater detail below. Part I discusses our recommended approach to considering
alternatives, including Nasdaq’s conceptual views on how the framework for market information should
be adjusted to strike a more fitting balance between regulation and competition. In Part I, we lay out our
two recommended alternatives, the “market choice” alternative and the “single consolidator” alternative,
including each alternative’s advantages and related considerations. Finally, in Part III, we briefly
describe our perspective on inter-market linkages, a subject that is admittedly beyond the scope of the

Advisory Committee.

L. Recommended Approach to Considering Alternatives

As we proceed to consider what approaches to market information make sense in today’s market
environment, we should recognize that the dramatic growth in our securities markets has not occurred
through serendipity. Rather, the framework created by Congress in 1975 for the development of a NMS
was crafted with sufficient flexibility to allow regulators and market participants to devise reasoned

responses to the difficult market structure issues we face today.

In particular, the 1975 Amendments have allowed the SEC, the national securities exchanges, and
the NASD to pursue expansion vigorously within the framework set out by Congress. In addition, the
core policy goals established by Congress in 1975 — including broad public access to consolidated market
information, the maintenance of stable and orderly markets, and the ability to promote competition — have
never been more important than they are today. Nasdaq believes that the alternatives proposed in this
white paper, would not only preserve and enhance these policy goals established by Congress in 1975, but

could also be achieved within the same statutory framework.

Before setting forth our recommended alternatives, we think it is worthwhile to present briefly
our perspective on the framework Congress established in 1975 and discuss whether the application of

that framework continues to strike an appropriate balance between regulation and competition. Congress



sought to balance its desire to allow competition to shape a NMS with an understanding that, in the
environment of the 1970s, SEC involvement would be needed to achieve the goal of providing investors
and broker-dealers with consolidated market information. Specifically, Congress recognized that
competition might not be sufficient to ensure the automated dissemination of consolidated market
information that would form the heart of a NMS. Accordingly, Congress gave the SEC “pervasive
rulemaking power to regulate securities communications systems.” Using this authority, the SEC
a